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Peer Review and
Quality Control
An Overview Of The Progress Of The
Accounting Profession Toward Quality
Control Of Services Rendered.

By Mary F. Hall

Formal independent peer review
services are concepts and procedures
that are recognized as vital to quality
control in public accounting practices
for auditing, accounting and review
service engagement.
A basic step in the control of quality
in the manufacturing processes has
long been inspection as evidenced by
those little white slips inside the pro
duct package — “This item was in
spected by No. 7.” And, remembering
those days in military service, who
forgets the white glove inspections or
that Saturday morning command on
the parade ground — “Pass In
Review”.
The factory, the military establish
ment and the accounting discipline are
widely divergent areas of human
effort, yet all are charged with a need
to attain and sustain high levels of
quality products manufactured or ser
vices performed. “Peer review” of one
sort or another is the monitoring
device used to insure quality control
whatever endeavor is undertaken.
For a number of years the American
Institute of Certified Accountants and
later many of the state societies of
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CPAs have offered programs, educa
tive in intent, for voluntary reviews of
accounting practices which benefited
firms requesting reviews by pointing to
areas in need of improvement in audit
ing and reporting. While helpful, the
services rendered were basically
restricted to workpapers and report
reviews and did not address the many
other factors that are imperatives to
quality work.
In December, 1974, the Auditing
Standards Executive Committee of the
AICPA issued their Statement of
Auditing Standards No. 4 entitled
“Quality Control Considerations for a
Firm of Independent Auditors”. The
reason for SAS No. 4 stated in its in
troductory paragraph:
A need has arisen to identify
policies and procedures of a firm
of independent auditors that may
affect the quality of work in its
audit engagements.

The nine elements of quality control
described with examples of policies
and procedures presented as
guidelines for implementation follow:

Independence
Assigning Personnel
to Engagements
Consultation
Supervision
Hiring
Professional Development
Advancement
Acceptance and Continuation
of Clients
Inspection
The recognition of the nine elements
was a necessary step toward quality
control in accounting practices. The
final element — inspection — while
presented as an internal function can
be viewed as a step toward the peer
review programs that are now coming
forth.
In September, 1977, the AICPA res
ponded to approximately three years
of growing expressions of concern by
some members of Congress and the
Securities and Exchange Commission
regarding the accountability of
publicly owned corporations and their
auditors. The concern was focused
upon the manner in which the account
ing profession is regulated and dis
ciplined. The response by the AICPA
took the form of the establishing the
Division of CPA Firms, comprised of
an SEC Practice Section (SECPS) and
a Private Companies Practice Section
(PCPS) to implement a program of
voluntary self-regulation and self-dis
cipline of the profession by establish
ing requirements for practice by mem
ber firms and by creating the authority
to impose sanctions for failures to
comply with such requirements.
Prior to this 1977 action, member
ship in the AICPA was by individual
CPAs only, with no structure to regu
late the activities of CPA firms. The
Firms Division provides the needed
structure for regulating the activities
of its members. The stated objectives
of the Sections are the bases on which
the structures and functions are built.
The first objectives of the two
Sections are similar:

Improve the quality of services
by CPA firms to private companies
(of practice by CPA firms before
the Securities and Exchange Com
mission) through the establishment
of practice requirements for mem
ber firms.
The second objectives of the two
Sections are identical:

Establish and maintain an effec
tive system of self-regulation of
member firms by means of man
datory peer reviews, required
maintenance of appropriate
quality controls, and the imposi
tion of sanctions for failure to meet
membership requirements.

standards and guidelines for perform
ing and reporting on peer reviews and
established the administrative frame
work within which peer reviews are to
be conducted. Ten of the 550 member
firms of the SECPS were reviewed in
1978 and it is estimated that firms that The major focus of all self
audit 88 percent of the SEC registered
regulation by accounting
The third and final objective of companies will be reviewed by the end firms is on peer review.
of 1979.
the PCPS is to:
According to the 1978-79 Annual
Provide a better means for
Report of the Public Oversight Board,
member firms to make known
that entity devoted its first year,
their views on professional mat
among other things, to (a) organizing,
ters, including the establishment of
defining its role and recruiting its staff,
technical standards.
(b) advising on policy matters during
The third and fourth (final) ob the development of the Section's peer
review program, (c) monitoring initial
jectives of the SECPS are to:
peer reviews, and (d) considering the
Enhance the effectiveness of the
reasonable assurance of conforming
question of what action should be
section’s regulatory system
taken by the Section in the event of an with GAAS.
through the monitoring and
Although some of the policies and
alleged or possible audit failure in
evaluation activities of an inde
procedures are at least partially ad
volving one of its member firms.
pendent oversight board composed
ministrative in nature and are interre
of public members.
lated, they do affect the quality of
Private Companies Practice Section
and
audit work. They must, therefore, be
Provide a forum for develop
The PCPS is also governed by an considered, taking into account the
ment of technical information
AICPA appointed twenty-one member size and organizational structure of the
relating to SEC practice.
Executive Committee which carries firm and its philosophy as to the
AICPA
senior status and which is amount of operating autonomy desir
In the two years since the AICPA
assisted
by a fifteen member Peer able for its personnel.
took this significant step toward self
regulation for the accounting profes Review Committee and other commit Independence
tees, sub-committees and task forces as
Independence is the foundation on
sion, much has occurred that may give
considered necessary.
which audit work is built. Therefore,
some indications of the ultimate values
The PCPS Peer Review Committee there should be a written firm policy
to be reaped from its action. As will be
also
established its basic framework stating that firm personnel are re
seen, the major focus of all action is on
the centerpiece of the objectives of for peer reviews and produced a Peer quired to adhere to the independence
Review Manual. The Manual presents rules, regulations, interpretations, and
both Sections — Peer Review.
the Section’s standards for performing rulings of the AICPA, the State CPA
and reporting on peer reviews along Society, the State Board of Accountan
SEC Practice Section
with a statement of the program's ad cy, state statutes and, where appropri
ministrative procedures.
ate, the Securities and Exchange Com
Organizationally, the SECPS has an
During the course of developing mission or other regulatory agencies as
AICPA appointed twenty-one member standards and procedures, peer review applicable.
governing Executive Committee which committee members conducted several
The policy statement should define
has AICPA senior status and which is formal pilot reviews and closely the methods to be used to resolve any
assisted by a fifteen member Peer monitored other reviews conducted questions of independence, specify the
Review Committee and other commit elsewhere. Of its approximately 1,600 procedure to be used to communicate
tees, subcommittees and task forces as members, more than 87 percent have independence policies and procedures
considered necessary. A Public Over no SEC clients, and less than 3 percent to all personnel, and indicate how
sight Board has also been set up con have five or more SEC clients.
representations of independence are to
sisting of five members selected, as re
be
obtained from other accountants
QUALITY CONTROL
quired by the Section's Organizational
who
perform a segment of an audit.
Before examining the peer review
Document, as follows: “from among function in detail, consideration must And, finally, the responsibilities and
prominent individuals of high integrity be given to the previously enumerated procedures for monitoring compliance
and reputation, including, but not nine elements of quality control and with firm independence policy must be
limited to, former public officials, law their specific relationship to the ac defined.
yers, bankers, security industry execu counting practice.
Assigning Personnel to Engagements
tives, educators, economist, and busi
Policies and procedures for assign
As stated in SAS No. 4, complying
ness executives.”
with general accepted auditing stan ing personnel to engagements should
Within its first year of existence, the dards is a basic objective of every firm provide reasonable assurance that
Peer Review Committee established conducting an audit practice and the work will be performed by personnel
the basic framework for peer reviews establishment of adequate policies and with technical training and proficiency
and produced a manual setting forth procedures will provide a firm with sufficient for the job to be done, with
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Independence is the founda
tion on which audit work is
built.

more experienced personnel assigned
if less direct supervision is contem
plated for the assignment.
Considerations should include the
firm's overall approach to insure that
adequate levels of staff are available
for scheduled engagements. Respon
sibility for assignment of staff to
engagements according to firm criteria
must also be spelled out. Any policy
for partner rotation on engagements
must be defined and approvals for
staffing of engagements should be
identified.
Consultation
Established policies and procedures
for consultation will provide the firm
with reasonable assurance that person
nel will seek assistance, as required,
from persons with sufficient levels of
knowledge, competence, judgement
and authority.
The policies should designate areas
and specialized situations where con
sultation is required and should pro
vide guidance as to appropriate con
sultation sources. The resolution of
difference of opinion among firm per
sonnel and consultants should be con
sidered and documentation of conclu
sions should be provided for.
Supervision
In order to provide reasonable
assurance that work performed meets
the firm’s standards of quality, policies
and procedures for the conduct and
supervision of work at all organiza
tional levels should be established.
The procedures should include provi
sion for review of all engagement
working papers, and reports by ap
propriate supervisory personnel prior
to issuance of the reports.
Hiring
Adequate and effective hiring
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policies and procedures are necessary
to provide reasonable assurance that
hirees possess appropriate charac
teristics to enable them to perform
competently.
The quality of a firm’s work
ultimately rests on the quality of its
personnel — on the integrity, compe
tence, and motivation of those who
perform and supervise the work.
Therefore, a firm should maintain a
program designed to obtain qualified
personnel by planning for personnel
needs, establishing hiring objectives
and setting qualifications for those in
volved in the hiring function.

Professional Development
Once the right people are hired, an
adequate professional development
program is necessary to provide the
firm with reasonable assurance that
personnel will have the knowledge re
quired to enable them to fulfill
assigned responsibilities. Besides for
mal training courses, materials con
taining current professional develop
ments should be provided, steps
should be taken to develop expertise in
specialized areas and industries, and
on-the-job training should be
emphasized.

Advancement
Policies and procedures should in
sure that persons selected for advance
ment possess the requisite character,
intelligence, judgment, and motiva
tion. Practices in personnel advance
ment are important to the quality of
the firm’s work so policies should pro
vide reasonable assurance that those
selected for advancement have the
necessary qualifications to assume
increased responsibilities. Of prime
importance to advancement consid
erations are personnel evaluation
procedures which are guides to the
decision making processes.

Acceptance and Continuance of
Clients
Policies and procedures for evaluat
ing prospective clients are necessary in
order to minimize the likelihood of as
sociation with clients whose manage
ment lacks integrity. Evaluation must
also be made of the firm’s ability to
adequately service the client with par
ticular reference to industry expertise,
size of engagement, and manpower
available to staff the engagement. And
to insure retaining a level of quality
practice, periodic reevaluations must
be made of clients for continuance.

Inspection
In order to provide a firm with
reasonable assurance that procedures
relating to other elements of quality
control are being effectively applied,
policies and procedures must be estab
lished for periodic inspection and
review of files, workpapers, and pro
cedures in the various practice offices.
For members of the AICPA Division
for CPA Firms, procedures would also
make provision for the required trien
nial peer review. Procedures should
include provisions for the reporting of
findings to the appropriate manage
ment levels and for monitoring any
required corrective actions.
PEER REVIEWS
The members of both sections of the
AICPA Division for CPA Firms are
required to submit to peer reviews of
their accounting and auditing prac
tices every three years.
Objectives
The 1978-79 Annual Report of the
Public Oversight Board makes the
following statement with respect to the
objectives of peer review programs:

“The objectives of a peer review
are to determine whether a
reviewed firm’s system of quality
control for its accounting and
auditing practice is appropriately
comprehensive and suitably
designed for the firm, whether its
quality control policies and pro
cedures are adequately docu
mented and communicated to pro
fessional personnel, and whether
they are being complied with so as
to provide the firm with reasonable
assurance of conforming with pro
fessional standards and the mem
bership requirements of the Sec
tion. Such determination is ac
complished by (1), study and
evaluation of a reviewed firm’s
prescribed quality control policies
and procedures; (2) testing for
compliance with such quality con
trol policies and procedures at
each organizational or junctional
level within the firm by inspection
of selected engagement working
paper files and reports and other
documents; and (3) testing for
compliance with other member
ship requirements of the Section. ”

Review Mechanism
As previously noted, each of the
practice sections have their own peer

review committees and each committee
has set up appropriate mechanisms for
the peer review process in the form of a
Peer Review Manual. The manuals
outline membership obligations for the
Sections including continuing profes
sional education and insurance re
quirements and include instructions
and check lists for performing reviews.
Peer review of a PCPS member firm
may be conducted, at the reviewed
firm’s option, by another member firm
selected by it, by a team formed by a
state society or an association of CPA
firms, or by a team organized by the
PCPS or SECPS Peer Review Commit
tee. A peer review of an SECPS mem
ber firm may be conducted, at the
reviewed firm’s option, by another
member firm selected by the reviewed
firm or by a team appointed by the
Peer Review Committee. The SECPS
Peer Review Committee is studying the
possible use of review teams organized
by state societies of CPAs and by asso
ciations of CPA firms.
Quality Control Document
A major undertaking by a firm to be
reviewed is the preparation of its
Quality Control Document which
forms a basis for the peer review team
in testing for compliance with stated
policies. The QC Document will pro
vide background information setting
forth the firm’s objectives, a brief firm
history, a firm organizational chart, a
description of the firm goals and
operating practices and a firm profile
showing the firm personnel and types
of engagements undertaken by the
firm. The heart of the QC Document is
the element by element recitation of
firm policies and procedures for im
plementing the nine elements of prac
tice quality control previously dis
cussed. Cross-references to firm per
sonnel manuals, audit manuals, check
lists and other firm procedural paper
work build the docmentation relevant
to the review for compliance.

The Compliance Review
The QC Document is studied by the
review team prior to the field review to
evaluate whether the quality control
program appears to be adequate and
appropriate for the practice involved.
The field review will include com
pliance tests to see that stated policies
and procedures are being followed.
This will entail examination of such
administrative files as personnel
records, documentation of indepen
dence, and documentation of audit
planning procedures such as personnel
assignments, as well as examination of
selected engagement work papers and
reports issued during the most current
year.
At the conclusion of the review the
review captain discusses the team’s
findings with the firm representatives,
exchanges ideas about any exceptions
raised, and determines whether the re
port to be issued will be qualified or
modified in some way.
After the review report is filed with
the Committee, it becomes public in
formation and the reviewed firm may
publicize the results of the review and,
if it so chooses, distribute copies of the
report to its personnel, its clients and
others. In the event serious shortcom
ings or material weaknesses in a firm’s
system to quality control are dis
covered for which the review team
believes some type of sanction or dis
ciplinary action is appropriate, the
Peer Review Committee will forward
such recommendation to the Section’s
Executive Committee for further
consideration.
Costs To The Member Firms
How much will it cost? This ques
tion is of major concern to participants
and to prospective members of both
sections of the AICPA Division for
Firms.
Basically, dues are nominal — rang
ing from $25 to $100 in the PCPS and
with appropriate gradations based

The heart of the Quality Con
trol Document is the element
by element recitation of firm
policies and procedures for
implementing the nine ele
ments of practice quality
control.

upon size in SECPS. There are certain
requirements for practice liability in
surance, and continuing professional
education standards must be main
tained for all professional personnel.
But these requirements impose no real
added cost burden beyond present
obligations.
The Peer Review is the major ex
pense for members of the Division for
CPA firms. After the conduct of
several pilot reviews, the AICPA has
set hourly rates to be paid to reviewers
in the SECPS based upon the number
of professionals in the reviewed firm:
Comparable rates for PCPS are team
captains — $45 per hour and team
members — $35 per hour. All
reviewed firms pay reviewers’ ex
penses and the AICPA 10 percent
surcharge based on fees. Thus far,
neither section has had enough Peer
Review experience to set any definitive
guidelines for actual costs. However
two separate sources, reporting on
reviews of two small firms with a
dozen professionals each, quote fees
ranging from $2,150 to $2,790, both
fees including travel expenses and the
AICPA 10 percent surcharge. Bearing
in mind that a peer review is required

HOURLY RATES FOR SECPS REVIEWERS

Under 10
Partner rate
Manager rate

$40
$35

Number of Professionals
10-49
50-499
$50
$40

Over 500

$60

$90

$50

$65
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Financial and
management positions
from
$20,000 to $60,000.

Send resume,
including current salary, to:

Donald C. May, CPA
50 California Street
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San Francisco, CA 94111
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only once every three years, the annual
review cost appears to be reasonable.
The real unknown at this point is the
cost to a firm for its own personnel’s
time required to formalize a quality
control program, prepare the quality
control document and assist the
reviewing team.
Public Reaction
Since the formation of the AICPA
Division for CPA Firms in 1977 was
basically in response to criticism of the
profession by members of Congress
and the Securities and Exchange Com
mission, it is appropriate to consider
how the critics evaluate progress made
thus far in self-discipline and self
regulations by the profession.
In its second annual report to Con
gress in July of this year on the ac
counting profession, the SEC generally
supported the profession’s recent
efforts at self-regulation. The SEC re
port, “The Accounting Profession and
the Commission’s Oversight Role”,
carefully concludes that “nothing has
happened in the past year which is in
consistent with the Commission’s con
tinued support of the profession’s pro
gram.” And. in view of the progress
made, “the Commission is not recom
mending, at this time, legislation to
supersede or control the regulation of
accountants.”
At a hearing of the Senate Subcom
mittee on Government Efficiency on
the oversight of the accounting profes
sion on August 1 and 2, 1979, Com
mittee Chairman Thomas F. Eagleton,
in his opening remarks, raised the
issues of independence — in face and
in appearance — and the apparent
dominance of the profession by the big
eight firms. In his role as a witness
before the Committee, Harold M.
Williams, Chairman, SEC, defended
the profession's efforts at self-regula
tion indicating that, although not com
pletely satisfied with progress made,
nothing has happened in the past year
which is inconsistent with the Commis
sion’s continued support of the profes
sion’s program.
Cost/Benefit Considerations
Aside from consideration of benefits
to the profession generally, the
benefits to the individual firms should
also be reviewed. As previously dis
cussed, although costs have not been
precisely pinpointed, it appears that
amounts involved will not be burden
some to firms.

The benefits, on the other hand, can
be considerable, both in improved
quality of services to clients and in im
proved profitability to the practice
unit. Based upon experiences and dis
cussions with other practitioners, it
becomes clear that the exercise of pre
paring the Quality Control Document
has the effect of forcing formulation or
formalization of firm-wide policy with
respect to certain of the nine elements
of quality control not previously docu
mented. The benefits of a Peer Review
covering administrative as well as
technical aspects of a practice are also
apparent.
In the two years since the AICPA
Division for CPA Firms was estab
lished, the profession has been very
busy. The progress it makes in the next
two to three year period will indicate
the ability of the profession to sell the
advocates of government regulation on
the merits independent peer review
concepts and procedures as the prefer
red method of insuring quality ac
counting services.
■
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